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College  of  the  City  of  New  York. 

WHILE  the  basic  initial  postsurrender  directive  to 
General  MacArthur  stated:  “You  will  not  assume 
any  responsibility  for  the  economic  rehabilitation  of 
Japan  or  the  strengthening  of  the  Japanese  econ¬ 
omy.  You  will  make  it  clear  to  the  Japanese  people 
that  you  assume  no  obligations  to  maintain  any 
particular  standard  of  living  in  Japan.”  The  Far 
Eastern  Corrimission,  on  January  23,  1947,  directed 
that  “the  ^■)eaceful  needs  of  the  Japanese  people 
should  be  defined  as  being  substantially  the  stand¬ 
ard  of  living  prevailing  in  Japan  during  the  period 
of  1930-34.” 

The  Washington  directive  of  nonresponsibility 
in  the  economic  sphere  and  the  natural  preoccupa¬ 
tion  of  military  leaders  with  problems  of  demil¬ 
itarization,  led  to  neglect  of  and  temporizing  with 
economic  matters  that  intensified  difficulties  and 
made  subsequent  solutions  more  difficult  to  attain. 
For  example,  had  very  firm  measures  been  taken  in 
the  months  immediately  following  surrender  to 
control  inflation,  it  would  probably  not  have  de¬ 
veloped  into  a  major  problem  at  the  end  of  the 
third  year  of  the  occupation.  To  be  sure,  a  be¬ 
wildering  variety  of  economic  problems  were  laid 
on  the  doorstep  of  the  occupation  immediately 
upon  surrender.  Colonial  sources  of  food  and  in¬ 
dustrial  raw  materials  had  been  lost.  There  was 
great  unbalance  within  the  industrial  structure. 
Consumer  goods  industries  had  been  starved  or 
destroyed  during  the  w'ar.  Mine  and  railroad  main¬ 
tenance  had  been  neglected.  Capital  goods-heavy  in¬ 
dustries  had  been  greatly  overexpanded  in  relation 
to  Japan’s  peacetime  needs.  Japan’s  merchant 
marine  had  been  whittled  down  to  practically 
nothing.^  The  elaborate  prewar  foreign  trade  or- 

I.  See  Joint  Army-Navy  Assessment  Committee,  “Japanese 
Naval  and  Merchant  Shipping  Losses  during  World  War  11  by 
all  Causes”  (Washington,  1947);  and  USSBS,  “The  War  Against 
Japanese  Transportation”  (Washington,  1947). 


ganization  had  been  swept  away.  Inflationary  pres¬ 
sures  had  mounted,  particularly  during  the  last 
year  of  the  war.  Unattended,  these  war-born  eco¬ 
nomic  dislocations  mushroomed  into  major  prob¬ 
lems  until  Allied  Headquarters  (SCAP)  pressed 
incompetent  and  reluctant  Japanese  cabinets  hard 
enough  to  seek  effective  solutions. 

CONTROVERSY  OVER  REPARATIONS 
The  deliberate  wartime  cannibalization  of  equip¬ 
ment  in  consumer-goods  industries  produced  a 
grave  lack  of  facilities  and  of  supply  in  the  imme¬ 
diate  postwar  period.  The  industrial  machine  which 
spluttered  to  a  stop  upon  surrender  had  over  a  fif¬ 
teen-year  period  developed  a  great  unbalance  in 
favor  of  capital  goods-heavy  industries.  How  much 
of  this  equipment  was  clearly  surplus  for  Japan’s 
peacetime  needs,  how  much  could  be  converted 
back  to  the  production  of  urgently  needed  con¬ 
sumer  goods,  how  much  should  be  given  to  coun¬ 
tries  which  had  been  despoiled  by  Japanese  aggres¬ 
sion — were  questions  which  the  reparations  mission 
to  Japan  headed  by  Edwin  W.  Pauley  attempted 
to  answer  in  early  1946.  The  Pauley  report,  written 
in  the  months  immediately  following  surrender 
emphasized  the  elimination  of  Japanese  war  po¬ 
tential  and  the  need  for  destroying  the  top-heavy 
and  overbalanced  capital  goods-heavy  industries 
structure  which  the  militarists  and  their  business 
allies  had  erected.  Pauley  argued  for  wholesale  plant 
removals  so  that  Japan  would  no  longer  be  able  to 
control  the  economic  life  of  neighboring  countries. 
It  was  the  view  of  his  mission  that  militaristic  Jap¬ 
anese  economic  planning  had  deliberately  retarded 
the  normal  industrial  development  of  neighboring 
areas  in  Asia,  exploiting  their  raw  materials  while 
retaining  key  manufacturing  processes  in  the  home 
islands  of  Japan,  so  as  to  ensure  control.  Pauley's 
proposed  transfer  of  surplus  Japanese  industrial  [W- 
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tentlal  to  japan’s  neighbors  looked  to  their  estab¬ 
lishment  on  an  equal  footing  with  Japan.^'^ 

The  eleven-nation  Far  Eastern  Commission  in 
Washington  was  unable  to  promulgate  a  final 
agreement  upon  a  reparations  settlement  because 
of  Russia’s  insistence  that  plant  and  equipment  re¬ 
movals  from  Manchuria  and  Sakhalin  must  be  re¬ 
garded  merely  as  “war  trophies”  of  the  Red  Army, 
and  not  as  reparations  for  the  Soviet  Union.  In  an 
effort  to  meet  the  pleas  of  certain  other  Far  Eastern 
nations,  the  United  States,  in  April  1947,  used  its 
power  to  act  in  japan  unilaterally  in  matters  re¬ 
garded  as  urgent,  without  the  action,  although  still 
under  the  terms  of  reference,  of  the  Far  Eastern 
Commission.  It  instructed  SCAP  to  make  available 
30  per  cent  of  the  industrial  facilities  declared  sur¬ 
plus  to  japan’s  needs  in  the  Far  Eastern  Commis¬ 
sion’s  Interim  Reparations  Decision  of  1946.'^  China 
was  to  receive  15  per  cent,  the  Philippine  Republic 
5  per  cent,  the  Netherlands  for  the  Netherlands 
East  Indies  5  per  cent,  and  Britain  for  Malaya  and 
Burma  5  per  cent.  By  the  end  of  August  1948, 
16,736  of  the  19,000  machine  tools  designated  by 
SCAP  from  17  japanese  government-owned  Army 
and  Navy  Arsenals  had,  under  this  “Advanced 
Transfer  Program,”  been  handed  over  to  claimant 
nations. 

While  the  reparations  settlement  remained  dead¬ 
locked  in  the  Far  Eastern  Commission,  a  growing 
opposition  developed  to  what  were  now  termed  the 
“harsh  and  unrealistic”  proposals  of  the  Pauley 
Mission.  It  was  argued  in  the  United  States  that 
industrial  plants  and  equipment  removed  from 
japan  would  prove  of  little  or  no  value  to  the  re¬ 
cipients  and  that  the  deindustrialization  of 
japan  would  leave  a  void  in  the  Far  East¬ 
ern  economy  that  would  react  unfavorably 
upon  all  countries,  not  only  upon  japan.  But 
most  basic  to  American  interest  was  the  argu¬ 
ment  that  reparations  removals  from  japan  would 
he  paid  for  by  the  American  taxpayer,  since  the 
Pauley  reparations  proposals  would  not  permit 
Japan  to  become  self-supporting,  and  the  deficient 

2-3.  “Report  on  Japanese  Reparations  to  tlie  I’resUlent  of  tiie 
United  States"  (Washington),  N'ovimber  1945  to  .April  1946, 
FP.  6-7. 

4-  Beginning  in  May  1946,  the  Far  Fastern  Coi'.iiiiission  issued 
a  series  of  "Intcritn  Reparations  Removal  nircetives"  which 
provided  for  remtivals  of  clearly  surplus  equipment  to  claim¬ 
ants  “determined  on  a  broad  political  basis,  taking  into  tluc  ac¬ 
count  the  scope  of  material  and  human  destruction  and  damage 
suflered  by  each  claimant  country  as  a  result  of  the  preparation 
and  execution  of  Japanese  aggression,  and  taking  also  into  due 
account  each  country’s  contribution  to  the  cause  of  the  defeat  of 
Japan,  including  the  extent  and  duration  of  its  resistance  to 
Japanese  aggression.”  Decision  of  8  May  1947.  See  “.Activities 
of  the  Far  Eastern  Commission,”  Report  by  the  Secretary- 
General  (Washington,  1947),  p.  80. 


Japanese  economy  would  remain  a  long-standing 
burden  upon  the  resources  of  the  United  States. 
In  January  1948  General  Frank  R.  McCoy,  the 
United  States  representative  on  the  Far  Eastern 
Commission,  voiced  this  view  in  a  statement  to 
that  body,  released  publicly.’  A  little  later  in  the 
year  Secretary  of  the  Army  Royall  made  available 
the  “Report  on  Industrial  Reparations  Survey  of 
japan,”  prepared  by  Overseas  Consultants,  Inc.,  a 
group  of  leading  American  engineers  retained  by 
the  Army  to  make  an  independent  five-month 
study  in  japan  of  the  japanese  industrial  potential. 
Concurrently  the  Pauley  report  was  published  by 
the  Department  of  State.  The  debate  over  the 
proper  level  of  Japanese  reparations,  if  any,  was 
thus  openly  launched.^ 

The  Overseas  Consultants’  report  (Section  B) 
concerned  itself  with  the  adequacies  of  retained 
capacities  (after  removals)  for  achieving  a  self- 
sustaining  civilian  economy.  The  consultants  sharp¬ 
ly  reduced  previous  reparations  removal  estimates, 
giving  as  their  premise  that  “in  our  opinion,  a 
strong  industrial  japan  would  be  less  dangerous  to 
the  peace  and  prosperity  of  the  Far  East  than  a 
continuance  of  the  present  state  of  instability  and 
economic  maladjustment  in  this  vast  and  populous 
region.”^ 

JOHNSTON  CO.MMITTEE  REPORT 

The  controversy  over  the  reparations  issue  was 
thus  well  underway  when  Major-General  Draper, 
Under-Secretary  of  the  Army,  set  out  for  japan, 
accompanied  by  a  group  of  American  businessmen, 
including  Percy  H.  Johnston,  chairman  of  the 
Chemical  Bank  and  Trust  Company,  and  Paul  C. 
HofTman,  subsequently  named  Administrator  for 
the  Economic  Cooperation  Administration.  Since 
General  Draper  had  been  largely  credited  with  re¬ 
sponsibility  for  the  decision  to  restore  German  in¬ 
dustry  and  to  call  a  halt  to  the  deconcentration 
process,  the  probable  results  of  his  mission  were 
not  unanticipated.  The  most  authoritative  expres¬ 
sion  of  the  views  and  proposals  of  the  Draper  Mis¬ 
sion,  which  spent  three  weeks  in  japan  and  Korea 
considering  the  future  of  both  economies,  was 
the  report  of  the  Johnston  Committee.®  This  was 

5.  I'EC  292  (Washington),  January  21,  1948. 

6.  For  a  Japanese  approach  see  Saburo  Ohkita,  “Japan  V.  ws 
Mer  Reparations,”  Contemporary  Japan  (Tokyo),  Janiiary-Marcii 
1947.  PP-  11-26;  also,  Yoshiniasa  Kobayashi,  “From  Pauley  I’lan 
to  Strike  Plan,”  Kaizo,  June  1948. 

7.  Overseas  Consultants,  Inc.,  “Reptort  on  Industrial  Repara¬ 
tions  Survey  of  Japan  to  the  United  States  of  America”  (New 
York),  February  1948,  pp.  223-24. 

8.  “Report  on  the  Economic  Position  and  Prospects  of  Japan 
and  Korea  and  the  Measures  Required  to  Improve  The  1” 
(Washington),  April  26,  1948. 
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another,  although  perhaps  the  most  important  and 
the  most  persuasive  attempt,  in  the  Army’s  cam¬ 
paign  to  set  a  new  lenient  “recovery”  program 
for  Japan  and  reverse  the  previously  accepted  “re¬ 
form-punishment”  concept.  While  the  committee 
discussed  all  phases  of  the  Japanese  economic  re¬ 
covery  problem,  its  conclusions  on  the  reparations 
issue  were  blunt:  “Plants  which  are  needed  in 
bringing  a’nout  the  recovery  of  Japan  should  be 
retained  and  only  excess  capacity  removed.  Other¬ 
wise  the  United  States,  which  is  now  extending 
relief  to  Japan,  would  in  reality  be  paying  the  repa¬ 
rations  bill.  In  our  opinion,  the  capacity  that  can 
be  spared  without  affecting  Japan’s  useful  peace¬ 
time  productivity  is  not  great.”^ 

The  committee’s  recommendations  on  reparations 
actually  place  them  at  a  level  lower  than  the 
recommendations  of  the  Overseas  Consultants,  Inc., 
which,  in  turn,  sharply  reduced  the  Pauley  recom¬ 
mendations,  The  contrast  may  be  seen  below: 

RECOMMENDED  REMOVALS  FOR  REPARATIONS 
{in  thousands  of  igjg  yen) 

Overseas  Johnston 
Pauley  Consultants  Committee 

Industry  Total  990,033  172,269  102,247 

Primary  War  Facilities  1,475,887  1,475,887  560,000 

Grand  Total  2,465,920  1,648,156  662,247 

In  practice,  the  only  reparations  exacted  from  Japan 
proper  have  been  the  16,000  machine  tools  and  the 
prospect  for  further  removals  seems  increasingly 
unlikely. 

DEMOCRATIZATION  OF  INDUSTRY 

As  in  the  case  of  reparations,  the  early  condem¬ 
nation  of  the  Zaibatsu  (Japanese  monopolists)  and 
the  strong  determination  to  pry  them  loose  from 
their  control  of  Japanese  economic  life,  appears  to 
have  weakened  in  recent  months  under  the  pres¬ 
sure  to  create  a  self-supporting  economy  in  Japan. 
The  Pauley  Mission  condemned  the  Zaibatsu  in 
unequivocal  terms: 

“They  arc  the  greatest  war  potential  of  Japan.  It 
was  they  who  made  possible  all  Japan’s  conquests 
and  aggressions.  .  .  .  Not  only  were  the  Zaibatsu  as 
responsible  for  Japan’s  militarism  as  the  militarists 
themselves,  but  they  profited  immensely  by  it.  Even 
now,  in  defeat,  they  have  actually  strengthened  their 
monopoly  position.  The  industrial  facilities  owned  or 
controlled  by  them  stand  relatively  undamaged  from 
the  war,  compared  with  thousands  and  thousands  of 

9.  The  Japanese  thcuistlvcs  had  earlier  undertaken  a  campaign 
to  put  across  much  the  same  idea.  See  Special  Research  Com¬ 
mittee,  Foreign  Ministry,  “The  Basic  Problems  of  Japan’s  Eco¬ 
nomic  Reconstruction”  (Tokyo),  March  1946,  revised  Sep¬ 
tember  1946.  Also  Research  Bureau,  Foreign  Office,  “Living 
Standard  and  the  Future  Economy  of  Japan”  (Tokyo),  Decem¬ 
ber  25,  1946. 


small  businessmen  who  have  been  wiped  out.  The 
‘little  men'  are  not  only  ruined,  but  heavily  indebted 
to  the  Zaibatsu.  Unless  the  Zaibatsu  are  broken  up, 
the  Japanese  have  little  prospect  of  ever  being  able  to 
govern  themselves  as  free  men.  As  long  as  the  Zaibatsu 
survive,  Japan  will  be  their  Japan.”*® 

This  view  became  substantially  that  of  the  United 
States  government,  and  an  early  directive  by  the 
Joint  Chiefs  of  Staff  to  (ieneral  MacArthur  ordered 
the  breakup  of  excessive  concentrations  of  economic 
power  in  Japan.  The  democratization  of  Japanese 
economic  life  involved  a  long  series  of  steps  and  a 
considerable  number  of  new  laws  and  enforcing 
organizations.  The  process  began  in  halting,  cau¬ 
tious  fashion  in  late  1945,  gathering  momentum 
during  1946  and  1947.  By  mid-1948  the  machinery 
was  working  smoothly  but  the  new  orientation  of 
United  States  policy  caused  some  doubt  that  the 
process  would  be  carried  through  to  effective  com¬ 
pletion. 

The  Zaibatsu  were  first  separated  from  owner¬ 
ship,  control  or  position  in  their  industrial  empire. 
The  companies  were  then  subjected  to  a  pulver¬ 
ization  process,  and  finally  rules  of  fair  play  in 
business  were  laid  down  and  a  permanent  organ¬ 
ization  was  established  to  enforce  competitive  prac¬ 
tices.  The  directives  and  statutes  have  all  been 
placed  on  the  record**  but  the  actual  implementa¬ 
tion  process  is  only  in  the  early  stages.  The  whole 
trend  is  completely  contrary  to  past  custom  and 
practice  in  Japanese  economic  life,  and  therefore, 
if  enforcement  or  policing  of  the  program  should 
lag,  no  real  gains  will  have  been  achieved.  There 
is  no  doubt  that  the  program,  if  carried  through, 
involves  a  complete  face-lifting  for  Japanese  busi¬ 
ness,  and  that  it  will  prove  financially  painful. 

When  the  purge  program  was  applied  to  the  eco¬ 
nomic  field  beginning  in  January  1947  and  subse¬ 
quently  some  2,200  persons,  all  outstanding  war¬ 
time  business  leaders,  were  removed,  a  strong  pro¬ 
test  was  raised  in  Japan.  This  protest  found  such 
vigorous  support  among  business  leaders  in  the 
United  States,  that  General  MacArthur  felt  im- 

10.  “Report  on  Japanese  Reparations  to  the  President  of  the 
United  States,”  cited,  pp.  39-40- 

11.  The  essential  steps  involved  were:  (i)  formation  of  the 
Holding  Company  Liquidation  Commission  to  which  Zaibatsu  ' 
holding  companies  turned  over  all  their  securities;  (2)  taxation  | 
of  war  indemnities  and  capital  levy;  (3)  dissolution  of  control 
associations;  (4)  application  of  purge  to  business  and  linance; 

(5)  passage  in  April  1947  of  the  Anti-Trust  Law  (Law  Relating 
to  Prohibition  of  Private  Monopoly  and  Methods  of  Preserving 
Fair  Trade)  and  establishment  of  Fair  Trade  Commission; 

(6)  establishment  of  Securities  CsKirdinating  Liquidation  Com¬ 
mission;  and  (7)  passage  in  December  1947  of  “Law  for  Elim¬ 
ination  of  Excessive  Concentrations  of  Economic  Power.”  and 
“Law  for  Termination  of  Zaibatsu  Family  Control.” 
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pelled  to  defend  the  program  in  a  vigorous  state¬ 
ment.’’ 

In  the  spring  of  1948  the  Johnston  Committee 
expressed  some  impatience  with  the  deconcentration 
program  and  urged  that  “the  period  of  uncertainty 
caused  by  this  economic  reform  should  be  made  as 
short  and  the  area  of  uncertainty  lessened  as  rap¬ 
idly  as  possible.  The  possible  disturbing  effects 
should  be  allayed  by  care  not  to  hurt  production, 
and  by  limiting  reorganization  to  the  minimum 
necessary  to  insure  reasonable  competition.”  An 
American  board  of  review  was  appointed  to  see 
that  the  deconcentration  plans  did  not  adversely 
affect  production  or  the  broad  program  to  achieve 
economic  recovery.  Of  the  325  major  companies 
designated  for  study  under  the  1947  Economic  De¬ 
concentration  law,  250  had  been  told  by  the  fall 
of  1948  that  they  would  not  be  required  to  undergo 
structural  reorganization.  In  addition  in  midsum¬ 
mer  it  was  decided  to  cancel  the  application  of  this 
measure  to  the  banks.  Whether  those  who  claim 
that  the  deconcentration  program  has  been  sub¬ 
stantially  completed  and  may  now  be  tapered  off, 
or  those  who  hold  that  the  program  is  being  quietly 
abandoned’^  ’^  are  correct  remains  to  be  seen.  Ef¬ 
fective  statutes  are  on  the  books.  Time  alone  can 
demonstrate  the  thoroughness  of  their  enforcement. 

LABOR  REFORMS 

In  contrast  to  the  policy  toward  business  concen¬ 
trations,  the  basic  reforms  in  the  field  of  labor 
looked  to  the  emergence  of  a  strong  union  move¬ 
ment  and  to  the  achievement  of  substantial  ma¬ 
terial  advantages  for  labor.  While  the  pattern  was 
drawn  almost  wholly  from  American  practice  and 
does  not  quite  fit  the  Japanese  scene,  a  series  of 
benevolent  measures  over  the  first  three  years  of 
the  occupation  have  sponsored  an  unprecedented 
development  of  the  Japanese  labor  movement.  Yet 
in  this  area,  too,  the  pendulum  appears  now  to  have 
swoing  its  full  course. 

Under  SCAP  pressure,  the  wartime  labor  front 
organizations’^  voluntarily  dissolved  on  Septem¬ 
ber  30,  1945.  A  few  days  later  there  followed 
SCAP’s  directive  on  “Removal  of  Restrictions  on 
Political,  Civil  and  Religious  Liberties,”  resulting 
in  the  abrogation  of  laws  and  ordinances  restricting 
for  labor  and  other  groups,  freedom  of  speech,  of 

12.  See  quotation  in  E.  M.  Martin,  “The  Allied  Occupation  of 
Japan”  (New  York,  .American  Institute  of  Pacific  Relations, 
1948),  pp.  56-5-8. 

13-14.  E.  M.  Hadley,  “Trust  Busting  in  Japan,”  Harvard  Busi¬ 
ness  Review,  July  1948. 

15.  These  “patriotic”  govertunent-sponsored,  management- 
dominated  labor  organizations  had  replaced  the  unions  which 
were  suppressed  from  1938  on. 


the  press,  and  of  organization.’^  The  police  w'cre 
purged,  the  notorious  “thought  police”  abolished, 
and  repeated  instructions  were  issued  to  the  police 
to  refrain  from  interference  in  labor  affairs.  The 
first  milestone  in  the  revival  of  labor,  however,  was 
the  Trade  Union  Law  of  December  1945,  effective 
March  i,  1946.  The  law  guaranteed  the  right  to 
organize  and  to  bargain  collectively  and  recognized 
the  right  to  strike;  laws  and  regulations  infringing 
on  the  activities  of  labor  unions  were  made  invalid, 
and  employers  were  forbidden  to  discharge  work¬ 
ers  for  union  activities.  Under  the  terms  of  this 
and  subsequent  statutes,  unionization  of  a  spon¬ 
taneous  character  grew  rapidly.  While  in  February 
1946,  675  unions  with  a  total  membership  of  496,600 
had  registered  with  the  Welfare  Ministry,  by  mid- 
1948  there  were  33,940  unions  with  6,636,710  mem¬ 
bers.’^  When  it  is  recalled  that  at  no  time  in  the 
prewar  period  had  union  membership  in  Japan 
exceeded  half  a  million,  the  extent  of  the  gain  is 
apparent. 

Workers  had  welcomed  the  Trade  Union  Law, 
but  labor  opposed  the  next  major  piece  of  labor 
legislation — the  Labor  Relations  Adjustment  Law, 
passed  on  September  20,  1946.  Growing  labor  ac¬ 
tivity,  particularly  the  use  of  the  “production  con¬ 
trol”  technique,  whereby  workers  did  not  strike 
but  seized  control  of  the  management  of  a  plant 
and  ran  it  according  to  their  own  theories,  seemed 
to  necessitate  more  effective  machinery  for  the  set¬ 
tlement  of  labor  disputes.  The  new  law  provided 
machinery  for  conciliation,  mediation  or  arbitra¬ 
tion,  as  the  parties  might  choose,  under  the  auspices 
of  the  Labor  Relations  Committees.  There  was  no 
compulsory  arbitration.  The  Labor  Relations  Com¬ 
mittees  are  now  the  basic  machinery  for  the  settle¬ 
ment  of  labor  disputes  in  Japan. 

The  portions  of  the  act  to  which  labor  objected 
were  those  which  imposed  restrictions  on  the  right 
to  strike  by  various  classes  of  government  em¬ 
ployees,  and  which  provided  for  a  30-day  strikelcss, 
cooling-off  period  for  mediation  in  disputes  in 
public  utilities,  broadly  defined.  However,  the  lim¬ 
itation  which  caused  the  most  unrest  was  of  more 
recent  origin.  When  government  workers,  dis¬ 
satisfied  with  their  3,791  yen  per  month  standard 

16.  SCAP’s  Advisory  Committee  on  Labor  had  declared;  “By 
the  end  of  the  war,  repressive  measures  of  the  Japanese  Govern¬ 
ment  had  effectively  destroyed  every  vestige  of  freedom  of  or¬ 
ganization  and  self-expression  on  the  part  of  labor.  ...  In  the 
past  police  activity  was  perhaps  the  most  important  clement 
in  Japanese  labor  relations.  In  the  name  of  law  and  order  or 
‘peace  preservation,’  the  police  maintained  such  close  surveillance 
and  regulation  of  workers  that  specific  anti-labor  legislation  was 
largely  superfluous.”  Final  Report  of  the  Advisory  Committee  on 
Labor  in  Japan  (Tokyo,  SCAP-GHQ),  July  29,  1946,  pp.  4-6. 

17.  See  “Summation  of  Non-Military  Activities  in  Japan” 
(Tokyo,  SCAP-GHQ),  No.  35,  August  1948,  p.  178. 
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wage,  threatened  in  July  1948  to  strike  in  early 
August,  General  MacArthur  sent  a  letter  to  Pre¬ 
mier  Ashida,  whose  cabinet  was  tottering  because 
of  the  labor  offensive,  declaring  that:  “No  person 
holding  a  position  by  appointment  or  employment 
in  the  public  service  of  Japan,  or  in  any  instru¬ 
mentality  thereof,  should  resort  to  a  strike  or  en¬ 
gage  in  delaying  or  other  dispute  tactics  which  tend 
to  impair  the  efficiency  of  government  operations.” 
Whereupon  the  cabinet,  declaring  the  MacArthur 
letter  a  “directive  overriding  all  Japanese  law,”  pro¬ 
ceeded  to  promulgate  an  ordinance,  later  formalized 
by  the  Diet,  denying  government  workers  not  only 
the  right  to  strike,  but  also  the  right  of  collective 
bargaining.  All  problems  pertaining  to  government 
and  public  employees  were  thereafter  to  be  handled 
as  a  civil  service  rather  than  as  a  labor  matter. 

Protective  labor  standards  (which  had  been  sus¬ 
pended  during  the  war)  were  reinstated  and  ex¬ 
panded  by  tbc  Labor  Standards  Act  which  became 
effective  September  i,  1947.  Hours  of  work  were 
limited,  women  and  child  labor  restricted,  over¬ 
time  pay  required,  wages  had  to  be  paid  directly  to 
the  worker  and  in  cash,  equal  pay  for  equal  work 
was  prescribed  (but  still  not  enforced),  thirty  days 
notice  or  thirty  days  pay  was  to  be  given  in  case  of 
discharge,  and  so  on.  In  addition  a  Workmen’s 
Compensation  Law,  an  Unemployment  Insurance 
Law,  a  law  Outlawing  the  Labor  Boss  {Oyabun- 
Kobun)  system  were  passed.  Much  has  thus  been 
done  to  make  amends  to  labor  for  its  nine  wartime 
years  of  suppression.  Whether  these  gains  will  sur¬ 
vive  depends  very  largely  on  the  degree  of  vigor 
with  which  the  occupation  holds  to  their  enforce¬ 
ment.  Hitherto  in  no  other  field  has  the  Japanese 
technique  for  putting  statutes  on  the  books  and 
then  forgetting  about  them  been  more  frequently 
utilized. 

LAND  REFORM 

The  Japanese  homeland  is  smaller  than  Cali¬ 
fornia  in  area  and  only  16  per  cent  of  it  is  suitable 
for  cultivation.  Yet  almost  half  of  Japan’s  eighty 
million  people  (1948)  till  the  soil  in  an  unsuccess¬ 
ful  attempt  to  feed  the  nation.  This  results  in  one 
of  the  most  basic  maladjustments  in  the  economy. 
“T(H)  many  people  on  too  little  land”  is  a  catch 
phrase  characterization.  Since  the  average  size  of 
the  farm  is  so  small  (2.4  acres  compared  to  3  acres 
for  China,  10  for  Britain  and  47  for  the  United 
States),  historically  it  has  been  difficult  to  eke  out 
a  living  and  in  the  many  periods  of  adversity  more 
and  more  of  the  land  came  into  possession  of  land¬ 
lords.  Lack  of  employment  opportunities  elsewhere 
kept  the  farmer  on  the  land  as  a  tenant.  In  1946, 


70  per  cent  of  the  farming  population  depended 
in  some  degree  upon  rented  land.  The  intense  com¬ 
petition  for  land  by  the  excessive  number  of  farm¬ 
ers  raised  its  price  to  a  high  figure  and  forced  ten¬ 
ants  to  accept  the  landlords’  terms.  In  prosperous 
times  the  yen  value  of  the  rice  which  remained  in 
the  hands  of  the  tenant  was  sufficient  only  to  pro¬ 
vide  the  barest  subsistence.  In  times  of  adversity, 
the  combination  of  low  prices  and  the  small  amount  \ 
of  rice  left  to  the  tenant,  forced  him  to  become  I 
indebted  to  the  landlord,  and  he  was  rarely  able  to  I 
extricate  himself.  Thus  tenancy  verged  on  bondage.  1 
The  resulting  agrarian  discontent  was  clearly  inter-  | 
twined  with  militarist  expansion  plans.  I 

Allied  Headquarters  undertook  to  deal  with  this  1 
difficult  agrarian  problem.  A  directive  of  Decern-  I 
ber  9,  1945  called  for  the  destruction  of  “the  eco-  1 
nomic  bondage  which  has  enslaved  the  Japanese  I 
farmer  for  centuries  of  feudal  oppression,”  and  | 
ordered  the  Japanese  government  “to  take  measures  j 
to  insure  that  those  who  till  the  soil  of  Japan  shall  I 
have  more  opportunity  to  enjoy  the  fruits  of  their  1 
labor.”’®  The  resulting  reform  measure  required  I 
absentee  landlords  to  sell  all  their  land  to  the  gov-  1 
ernment.  Noncultivating  resident  landlords  could  j 
retain  only  one  c/10,  on  the  average,  of  tenant-culti-  | 
vated  land  in  Honshu,  Kyushu,  and  Shikoku,  and  | 
four  c/io  in  Hokkaido.  Anything  above  this  amount  I 
had  to  be  sold  to  the  government.  Farmers  who 
cultivated  their  own  land  were  not  allowed  to  re¬ 
tain  more  than  three  c/w  in  Honshu,  Kyushu,  and 
Shikoku,  or  more  than  twelve  c/io  in  Hokkaido. 

It  was  estimated  that  the  total  amount  of  land  to 
be  purchased  by  the  government,  under  these  cir¬ 
cumstances,  was  slightly  more  than  two  million  t 
c/10.  Such  purchases  were  to  be  completed  by  De¬ 
cember  21,  1948.’^ 

The  law'®  provided  that  the  government  was  to 
purchase  the  land  and  resell  it  to  the  tenant.  There  | 
was  to  be  no  direct  landlord-tenant  negotiation  [ 
because  in  the  past  this  had  always  been  a  one-  j 
sided  affair,  with  the  landlord  enforcing  his  will.  ] 
The  tenant  farmer  cultivating  the  land  had  the  first 
option  to  purchase  it.  He  might  take  up  to  30  years 

18.  AG  602.6  (December  9,  1945),  CIE  "Rural  Land  Reform.” 

19.  Tire  original  1945  law  had  allowed  five  years  for  com¬ 
pletion  of  purchases  but  SC.^P  insisted  that  the  program  be 
completed  in  a  shorter  period  (two  years)  so  that  the  reform 
might  be  accomplished  under  the  occupation  rather  than  left 
to  an  uncertain  fate  under  a  post-treaty  Japanese  government. 

20.  For  further  details  see  "Farmland  Reform  Program,”  A'/M 

Nippon  Shimbun  (Toyama),  April  9,  1947;  Rural  Land  Di¬ 
vision,  Ministry  of  Agriculture  and  Forestry,  “Japanese  Land 
Reform  Program"  (Tokyo),  July  17,  1947;  two  excellent  ac¬ 
counts  in  English  are  W.  M.  Gilmartin  and  W.  1.  Ladejinsky, 
"The  Promise  of  Agricultural  Reform  in  Japan,”  Foreign  Affairs, 
January  1948,  and  A.  J.  Grad,  "Land  Reform  in  Japan,"  Pacific  ^ 
Affairs,  June  1948.  | 


1 


FOREIGN  POLICY  REPORTS  •  FEBRUARY  I,  I949 


219 


i 


I 


I 


to  pay.  Sharply  inflated  and  black-market  prices  for 
rice  enabled  many  tenants  to  pay  in  one  or  two 
annual  installments.  By  mid-1948,  1,750,000  cho  had 
been  purchased  and  1,222,000  cho  resold  to  tenants. 
Two  additional  purchases  were  scheduled  for  Octo¬ 
ber  and  December  to  complete  the  acquisition 
phase  but  land  will  continue  to  be  sold  regularly 
until  it  is  entirely  liquidated.  Since  it  is  antici¬ 
pated  that  even  when  the  reform  is  completed  some 
600,000  cho  or  roughly  10  per  cent  of  the  cultivated 
land  area  of  Japan  will  still  be  farmed  by  tenants, 
an  attempt  has  also  been  made  to  improve  the  con¬ 
ditions  of  tenancy.  Payment  of  rent  in  kind  has 
been  forbidden.  Rents  may  not  exceed  25  per  cent 
of  the  value  of  the  crop  for  paddy  land  or  15  per 
cent  of  the  value  of  the  produce  of  dry  fields.  The 
old  practice  of  mere  verbal  agreements  terminable 
at  short  notice  is  outlawed.  Leases  must  be  in  writ¬ 
ing  for  a  fixed  term.  Remuneration  must  be  paid 
for  immovable  improvements  in  the  event  that  the 
lease  is  not  renewed. 

Admirable  as  this  land  reform  is,  it  must  be 
borne  in  mind  that  even  if  its  benefits  outlast  the 
occupation,  the  basic  problem  of  Japanese  agricul¬ 
ture — “too  many  people  on  too  little  land” — will 
still  remain. 

BASIC  ECONOMIC  TRENDS 

During  the  first  three  years  under  Allied  occupa¬ 
tion  the  Japanese  economy  has  been  characterized 
by  a  very  low  level  of  foreign  trade,  a  large  unfav¬ 
orable  trade  balance,  dependence  upon  food  im¬ 
ports  from  the  United  States  and  large  American 
subsidies,  mounting  inflation,  expanding  note  issue, 
inadequate  taxes  in  relation  to  national  income, 
unbalanced  budgets,  a  complex  system  of  implicit 
multiple  exchange  rates,  and  a  low  but  gradually 
increasing  level  of  production.  While  war  leaves 
any  defeated  country  with  a  heritage  of  economic 
chaos  and  misery,  the  absolute  centralization  of 
authority  in  the  occupation  of  Japan  provided  a 
better  than  average  chance  for  quick  recovery.  This 
chance,  however,  was  dissipated  by  the  administra¬ 
tive  ineptitude  and  lack  of  political  courage  of  suc¬ 
cessive  Japanese  cabinets,  none  of  which  ever  lost 
sight  of  the  fact  that  no  matter  how  poor  their 
showing  might  be  the  United  States  could  not 
afford  to  let  the  Japanese  economy  collapse. 

While  statisticians  attached  to  Allied  Headquar¬ 
ters  measure  consumer  prices  by  means  of  an  index 
having  August  1946-March  1947  as  a  base,  thereby 
outwardly  to  a  degree,  minimizing  price  increases, 
other  indices  are  available  which  point  up  the  trend 
in  more  realistic  terms.  The  Tokyo  Chamber  of 
Commerce  and  Industry  survey  of  legal  retail  prices 


in  Tokyo  with  1930  as  100  stood  at  9,482  in  Janu¬ 
ary  1948  and  16,308  in  September  1948.  Its  index 
of  free  and  black-market  prices  in  Tokyo,  having 
November  1945  as  a  base,  stood  at  633  at  the  end 
of  September  1948.  The  Bank  of  Japan  survey  of 
Tokyo  wholesale  prices  (1933=100)  rose  from  584 
in  1945  to  8,929  in  1947  and  by  September  1948  had 
reached  16,916.  Its  survey  of  Tokyo  free  and  black- 
market  prices  (September  1945=100)  rose  to  752 
by  September  1948.  Its  index  of  black-market  prices 
of  producers’  goods  (August  1947=100)  reached 
492  in  September  1948.  Other  indices  could  also  be 
cited.  The  trend  is  clear. 

The  causes  of  the  inflation,  although  numerous, 
are  equally  apparent.  For  eight  years  there  has  been 
a  very  severe  shortage  of  consumer  goods.  For  three 
years  industrial  production  has  been  wholly  in¬ 
adequate,  imports  of  industrial  raw  materials  in¬ 
sufficient,  price  control  inefficient,  wage  control 
lacking.  Finally  government  expenditures  have  con¬ 
sistently  exceeded  revenues,  resulting  in  a  sharp 
increase  in  the  money  supply.  The  Japanese  budget 
has  not  been  balanced  since  1930.  In  the  postwar 
period  deficits  have  grown  larger  and  larger  rising 
from  65  billion  yen  in  the  fiscal  year  ending 
March  31,  1947,  to  102  billion  yen  in  the  fiscal  year 
ending  March  31,  1948.  For  the  current  fiscal  year 
ending  March  31,  1949  the  deficit  has  been  con¬ 
servatively  estimated  at  166  billion  yen.  Bank  of 
Japan  notes  in  circulation  rose  from  approximately 
35  billion  yen  at  the  time  of  surrender  to  more 
than  280  billion  yen  in  November  1948.  Over  the 
same  period  the  national  debt  rose  252  billion  yen. 
While  the  tax  structure  has  been  revised  several 
times  its  yield,  with  mounting  inflation,  is  far  less 
percentagewise  than  fiscal  requirements.  For  ex¬ 
ample,  Japanese  taxes  in  fiscal  1947-48  amounted 
to  20.3  per  cent  of  the  estimated  national  income. 
In  the  United  States,  for  the  same  period,  all  taxes 
were  24.7  per  cent  of  gross  national  product.’^  Ob¬ 
viously  the  United  States  with  high  production 
and  a  relative  abundance  of  goods  was  taxing  its 
population  more  heavily  than  was  Japan.  In  a 
country  where  production  was  so  low  (50  per  cent 
of  the  1930-34  level  as  of  mid-1948)  and  the  mon¬ 
etary  means  of  payment  had  so  far  outrun  the 
supply  of  goods,  sound  fiscal  policy  would  dictate 
a  much  more  severe  tax  program,  especially  with 

21.  Taxes  were  S57.4  billion,  gross  national  product  $231.6  bil¬ 
lion.  It  should  be  noted  that  United  States  national  income  was 
$30  billion  lower  ($202.5  billion)  than  United  States  gross 
national  product.  Since  the  valid  comparison  is  taxes  to  gross 
national  product  and  not  to  national  income,  the  comparison 
made  above  is  more  favorable  to  Japan  than  would  be  the  case 
if  a  Japanese  gross  national  product  figure  were  available  and 
the  ratio  used  in  comparison  with  the  United  States  figure  had 
been  Japanese  taxes  to  Japanese  gross  national  product. 
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respect  to  the  relatively  untouched  “new  yen”  mil¬ 
lionaires,  black-market  operators,  farmers,  contrac¬ 
tors,  labor  bosses,  and  so  on,  all  of  whom  have 
benefited  enormously  from  the  inflation. 

A  wage-price  spiral  has  been  under  way  over  the 
past  three  years  of  the  occupation,  and  only  in  re¬ 
cent  weeks  seems  likely  to  be  halted  by  vigorous 
action  on  the  part  of  SCAP.  The  vacillating  poli¬ 
cies  of  Japanese  cabinets  fearful  of  the  political 
repercussions  of  effective  control  allowed  wages 
and  prices  to  skyrocket  to  the  detriment  of  both 
businessmen  and  workers.  Real  wages  in  Japan 
have  fallen.  During  the  first  three  years  of  the  oc¬ 
cupation  prices  rose  46  times  while  wages  increased 
only  31  times.  Compared  to  prewar  days  the  dis¬ 
parity  has  been  even  greater.  When  both  wage 
and  price  changes  arc  measured  from  a  1930  base 
it  is  clear  that,  while  prices  by  mid-i94H  were  105 
times  higher,  wages  had  risen  only  64  times.  Real 
wages  today  are  only  60  per  cent  of  the  1930  level. 

Industrial  activity^*  has  been  retarded  by  the  in¬ 
flation.  This  is  not  to  imply  that  the  limited  revival 
of  industrial  activity  has  been  checked  by  inflation 
alone.  Inadequate  supplies  of  imported  industrial 
raw  materials  have  been  a  major  limiting  factor. 
But  the  distortion  of  the  relationship  between  costs, 
official  selling  prices,  working  capital,  and  so  forth, 
has  been  a  severely  dislocating  factor,  resulting  in 
large  operating  deficits  in  many  cases,  making 
profits  uncertain  in  others  and  generally  hindering 
output  in  all  sectors  of  the  economy.  The  basic 
difficulty  has  been  that  the  level  of  official  prices 
(which  is  changed  only  once  a  year — usually  at  least 
doubled)  has  been  consistently  out  of  line  with 
constantly  rising  costs  and  that,  in  consequence, 
available  working  capital  lags  behind  in  meeting 
a  given  volume  of  industrial  activity.  Either  the 
resulting  deficits  must  be  financed  directly  by  the 
government  or  its  affiliated  financial  agencies,  which 
only  augments  the  inflation — or  else  output  suffers. 

The  monetization  of  business  operating  deficits 
by  the  government  has  contributed  greatly  to  in¬ 
flation.  The  primary  tool  of  the  government  in 
its  efforts  to  meet  the  constantly  growing  financial 
needs  of  industry  has  been  the  Reconstruction 
Finance  Bank.  This  institution,  which  was  estab¬ 
lished  in  October  1946  but  actually  began  opera¬ 
tions  in  January  1947,  had  as  its  original  purpose 
financing  Japanese  industry’s  requirements  for  new 
and  replacement  capital  goods.  It  has,  however, 
been  diverting  funds  more  and  more  to  meet  the 
ever  increasing  working  capital  needs  of  Japanese 

22.  Legitimate  business,  that  is,  apart  from  the  dealings  of  the 
narikin  and  oyabun  (new  yen  millionaires  and  labor  con¬ 
tractors). 
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business  as  operating  deficits  grew  larger  with  the 
inflationary  distortion  of  costs.  The  outstanding 
loans  of  the  Bank  increased  from  4.1  billion  yen  in 
January  1947  to  89  billion  yen  by  August  1948.  Of 
the  latter  figure,  57  per  cent  were  classified  as 
working  capital  loans  and  43  per  cent  as  equip¬ 
ment  loans.  Over  the  same  period  its  original  cap¬ 
ital  of  10  billion  yen  has  been  increased  to  135  bil¬ 
lion  yen.  Some  78  per  cent  of  the  RFB’s  funds 
have  been  supplied  by  Bank  of  Japan  purchases  of 
its  securities  or  loans,  with  most  of  the  remainder 
coming  directly  from  the  government.  Thus  the 
Bank  has  become  a  prime  vehicle  of  inflation  and 
its  outstanding  loans  are  a  kind  of  side-pocket  gov¬ 
ernment  deficit.’^ 

Farmers  benefited  materially  as  a  result  of  the 
inflation,  and  in  1948  were  better  off  than  at  any 
period  since  World  War  I.  There  is  considerable 
testimony  to  this  effect.  One  report,  for  example, 
declares:  “Accurate  data  on  agricultural  income 
are  not  available,  but  it  has  been  roughly  estimated 
that  whereas  before  the  war  farmers — constituting 
about  45  per  cent  of  the  population — received  a  little 
more  than  10  per  cent  of  the  income,  they  now  re¬ 
ceive  as  much  as  20  to  30  per  cent.”^'*  A  Japanese 
provincial  newspaper  stated:  “The  postwar  plethora 
of  money  in  farm  villages,  in  contrast  to  urban 
districts,  is  already  proverbial.”^’  One  of  Tokyo’s 
newspapers  Dai  Ichi  noted:  “As  is  well  known,  our 
farming  villages,  favored  with  the  recent  boom, 
have  acquired  as  much  new  yen  notes  as  possible 
from  the  towns  and  cities.”^^  It  is  figured  that 
whereas  farm  villages  had  an  estimated  6  billion 
yen  debt  in  1931,  their  deposits  in  1948  totaled  40 
billion  yen,  and,  if  domestically  hoarded  cash  is 
added,  50  billion  yen.^^  While  urban  inhabitants 
have  frequently  been  hungry  and  undernourished 
during  the  past  three  years,  farmers  have  been  re¬ 
ported  as  diverting  some  6  to  10  million  kpku  of 
rice  per  year,  from  their  bumper  crops,  to  the 
black  market.  Since  food  was  in  relatively  short 

23.  The  Bank  has  been  the  object  of  criticism  from  many 
quarters.  Sec  “Fffective  Use  of  RFB  Loans,"  Kogyo  (Tokyo), 
June  8,  194S;  “Inflation  Shifting  From  Government  Finance  to 
Rehabilitation  Bank,”  Nihon  Keizai,  February  1948;  “Recon¬ 
struction  Finance  Bank,”  Oriental  Economist  (Tokyo),  Novem¬ 
ber  6,  1948,  pp.  937-41. 

24.  “1948  Annual  Report  for  Japan  to  Food  and  Agriculture 
Organization”  (Tokyo,  Natural  Resources  Section,  SCAP-GHQ), 
June  1948,  p.  8. 

25.  “Inflation  and  the  Future  of  Agriculture,”  To-o  Nippon 
(Aomori),  April  7,  1948. 

26.  “Need  for  Basic  Agricultural  Financial  Policy,"  Dai  Ichi 
(Tokyo),  June  20,  1948. 

27.  See  Bunzaburo  Uyeda,  “Agriculture  and  Protectionism,” 
Toyo  Keizai  Shimpo,  January  17,  1948,  p.  33.  The  Japanese 
Currency  Stabilization  Board  estimates  a  higher  figure  of  65 
billion  yen. 
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supply  due  to  loss  of  colonial  sources  and  to  rising 
demand,  disposal  of  crops  at  constantly  rising  prices, 
due  to  the  inflation,  placed  the  Japanese  farmer  in 
an  enviable  position  in  contrast  to  other  economic 
segments  of  the  population. 

Alarmed  at  the  prospect  that  the  1947-48  pattern 
of  supplementary  budgets,  government  deficits,  in¬ 
adequate  taxes,  slow  collections,  spiraling  prices 
and  wages,  and  sharply  rising  note  issue,  would  be 
repeated  in  1948-49,  the  United  States  Departments 
of  State  and  Army  in  December  1948  publicly  di¬ 
rected  SCAP  to  order  the  Japanese  government  to 
“carry  out  an  effective  economic  stabilization  pro¬ 
gram  calculated  to  achieve  fiscal,  monetary,  price 
and  wage  stability  in  Japan  as  rapidly  as  possible.”^® 

REVIVAL  OF  PRODUCTION 

Despite  the  lack  of  any  substantial  volume  of 
imported  industrial  raw  materials  and  in  the  face 
of  the  mounting  inflation  there  has  been  a  slow 
revival  of  industrial  activity.  On  an  over-all  basis, 
production  in  Japan  by  the  end  of  the  first  half  of 
1948  had  risen  to  55  per  cent  of  the  1930-34  level.^^ 
Mining  was  90  per  cent  of  base  period  output, 
whereas  manufacturing  was  only  49  per  cent. 

On  the  assumption  that  increased  coal  output  is 
the  basic  key  to  all  industrial  recovery,  both  SCAP 
and  the  Japanese  government  have  exerted  consid¬ 
erable  effort  to  induce  more  vigorous  mining  ac¬ 
tivity.  Various  stimulants  such  as  subsidies,  higher 
wages,  better  rations,  increased  allocations  of  es¬ 
sential  materials,  and  so  on,  have  been  adminis¬ 
tered.  A  goal  of  30  million  tons  (compared  to  peak 
output  of  57  million  tons  in  1940)  had  been  set 
for  1947-48.  Despite  failure  to  fully  realize  this 
target,  the  goal  for  1948-49  was  raised  to  36  million 
metric  tons  but,  estimating  annual  output  on  the 
basis  of  the  first  nine  months,  it  does  not  seem 
likely  that  this  goal  will  be  attained.  Perhaps  even 
more  serious  than  the  slow  increase  of  domestic 
coal  output  despite  enormous  government  sub¬ 
sidies  and  “loans,”  is  the  import  situation.  Cut  off 
by  political  circumstances  from  war  and  prewar 
sources  such  as  North  China,  Manchuria  and 
Sakhalin,  Japan  imported  less  than  200,000  tons  of 
coal  over  the  last  year  compared  to  imports  of  3.6 
million  metric  tons  in  the  1930-34  period  and  5.3 
million  tons  in  1937.  Since  these  imports  were 
largely  high  grade  coking  coal  and  true  anthracite 
which  Japan  does  not  possess,  lack  of  imports  at 
present,  particularly  of  coking  coal,  are  more  of  an 

28.  See  Joint  State-Army  release,  ‘‘Program  To  Achieve  Eco¬ 
nomic  Stabilization  To  Be  Carried  Out  by  Japanese  Ciovern- 
ment”  (Washington,  D.C.).  December  i8,  1948. 

29-  “Japanese  Economic  Statistics”  (Tokyo,  Research  and  Pro¬ 
grams  Division,  SCAP-(iHO),  Bulletin  No.  25,  September  1948, 
p.  2. 


obstacle  to  iron  and  steel  production  recovery  than 
the  volume  involved  would  seem  to  indicate.  The 
limited  supply  of  coal  over  the  first  three  years  of 
the  occupation  was  a  severely  limiting  factor  on 
the  over-all  economy. 

The  shortage  of  high-grade  coking  coal  and  im¬ 
ported  iron  ore  has  held  steel  output  to  low  levels, 
far  less  than  currently  available  capacity  in  the  in¬ 
dustry  would  allow.  The  consensus  of  current  in¬ 
formed  opinion  on  the  reparations  problem  seems 
to  set  an  annual  output  of  3.5  million  tons  of 
ingot  steel,  a  little  less  than  half  of  current  capacity, 
as  the  final  retention  level  for  Japan.  Output  in 
1947  totaled  only  936,000  metric  tons  and  the  1948 
rate,  based  on  output  during  the  first  half  of  the 
year,  was  1.3  million  metric  tons.  This  compares 
with  an  output  of  2.7  million  tons  in  1930-34.  Thus 
it  is  apparent  that  it  will  be  several  years  at  least  be¬ 
fore  output  reaches  the  possible  retention  level.  A 
further  indication  of  the  degree  to  which  the  Jap¬ 
anese  steel  industry  has  been  whittled  down  to  size 
may  be  had  from  per  capita  consumption  figures. 
In  1937  Japan  produced  80  kilograms  (176  pounds) 
of  steel  per  capita,  compared  to  400  kilograms  (880 
pounds)  in  the  United  States.  Thus  Japan’s  per  cap¬ 
ita  output  in  1937  was  20  per  cent  of  the  United 
States  figure.  Japan’s  production  of  10  kilograms 
(22  pounds)  per  person  in  1947  compared  to  530 
kilograms  (1,166  pounds)  in  the  United  States,  or 
just  2  per  cent  of  United  States  per  capita  output. 

The  uncertainty  over  the  reparations  question 
and  the  early  reluctance  to  encourage  the  re¬ 
building  of  industries  which  might  aid  future  ag¬ 
gression,  led  SCAP  to  concentrate  on  the  revival 
of  textiles  as  the  one  “safe”  industry  whose  prod¬ 
ucts  would  be  in  demand  in  foreign  markets  and 
yield  an  export  surplus,  over  and  above  the  cost  of 
raw  materials,  to  pay  for  the  large  and  costly  food 
imports  now  necessary  to  sustain  the  Japanese  pop¬ 
ulation.  A  number  of  measures  were  therefore 
adopted  to  increase  output  in  the  various  textile 
branches  through  the  immediate  benefits  of  in¬ 
creased  production  were  not  to  be  made  directly 
available  to  the  Japanese  people,  since  exports  had 
to  be  stimulated  at  all  costs.  Textiles  have  been 
Japan’s  leading  export  in  the  immediate  postwar 
years,  and  an  attempt  is  being  made  to  have  them 
retain  this  role  in  the  postwar  decade. 

To  date  textile  output  has  proved  disappointing. 
On  an  over-all  basis  textile  production  by  the  fall 
of  1948  was  only  25  per  cent  of  output  in  the  1930-34 
base  target  period.  The  output  of  silk,  which  had 
been  expected  to  yield  the  greatest  export  surplus 
because  its  raw  material  was  wholly  available  with¬ 
in  Japan,  lagged  most  of  all.  Originally  overpriced 
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by  the  United  States  Commercial  Company 
(USCC)  it  sold  very  poorly  during  1945-47  in  the 
United  States  and  it  soon  became  clear  that  the 
prewar  exchange  of  Japanese  raw  silk  for  Amer¬ 
ican  cotton  was  a  thing  of  the  past.  While  there 
has  been  some  recovery  during  1948  in  sales 
abroad,  the  shift  of  the  principal  bulk  consumer  in 
the  United  States — the  hosiery  industry — to  nylon, 
has  held  silk  output  in  Japan  at  low  levels.  Silk 
production  in  1948  (based  on  the  rate  during  the 
first  half  of  the  year)  was  only  15  per  cent  of  the 
1930-34  average  annual  output,  and  only  14  per 
cent  of  peak  1934  output.  Woolen  and  worsted 
production  has  been  retarded  by  the  inability,  until 
recently,  to  arrange  for  raw  wool  imports,  due  to 
the  initial  reluctance  of  Australia  to  supply  Japan. 
The  rayon  industry  has  suffered  from  the  coal 
shortage  and  the  lack  of  imports  of  high-grade 
pulp.  Moreover,  it  is  now  a  decade  behind  the  rest 
of  the  world  in  technological  improvements  and 
must  be  regarded  as  a  high-cost  producer  of  a 
vastly  inferior  product.  Although  the  rayon  in¬ 
dustry  has  the  best  outlook  of  any  of  the  textile 
branches  as  a  producer  of  export  surpluses,  several 
years  will  be  needed  for  its  modernization  and  re¬ 
habilitation.  Since  rayon  was  relatively  undeveloped 
in  the  base,  1930-34,  period,  output  in  1948  was  73 
per  cent  of  the  base-period  average  but  only  1 1  per 
cent  of  peak  1938  production. 

Despite  the  fact  that  the  cotton  textile  industry 
was  wholly  dependent  upon  an  imported  raw  ma¬ 
terial  and  could  therefore  yield  far  less  than  silk  or 
rayon  in  the  way  of  an  export  surplus,  it  was  decid¬ 
ed  that  of  all  Japan’s  textile  industries  cotton  could 
be  most  easily  rehabilitated.  A  SCAP  directive  in 
February  1947  authorized  the  rebuilding  of  the 
cotton  textile  industry  to  4  million  spindles,  com¬ 
pared  to  12.2  million  installed  at  the  peak  in  1937. 
By  mid-1948  there  were  3.3  million  installed 
spindles  of  which  3.1  million  were  operable  and  2.2 
million  were  actually  operating.  Arrangements  had 
been  worked  out  with  the  Commodity  Credit 
Corporation  to  supply  the  raw  cotton  from  the 
United  States,  but  for  a  long  time  this  involved 
the  sale  of  the  larger  percentage  of  the  finished  tex¬ 
tiles  in  world  markets  for  dollars  to  pay  for  the 
raw  cotton.  Since  dollar  markets  were  limited,  un¬ 
exportable  surpluses  of  cotton  textiles  piled  up  in 
Japan  until  SCAP  eased  the  restrictions  under 
which  cotton  could  be  sold  to  nondollar,  particu¬ 
larly  sterling,  areas.  Nevertheless,  the  basic  problem 
for  Japan’s  cotton  textile  industry  remains  the  fact 
that  ultimately,  if  the  raw  cotton  is  purchased  in 
the  United  States,  and  this  country  will  not  take 
large  enough  quantities  of  Japanese  silk  to  pay  for 
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it,  somehow,  somewhere  Japan  must  obtain  the  dol¬ 
lars  to  pay  for  this  cotton.  Temporarily  subsidies 
and  credits  may  postpone  the  day  of  reckoning  but 
it  cannot  be  avoided  forever.  Since  it  appears  un¬ 
likely  that  Japan  can  obtain  sufficient  raw  cotton 
from  other  sources  to  support  its  industry,  the  early 
emphasis  on  cotton  revival  may  prove  shortsighted. 
Production  of  cotton  fabrics  in  1948  was  running 
at  the  rate  of  31  per  cent  of  base,  1930-34,  period 
output,  and  17  per  cent  of  peak  1937  volume.  Pro¬ 
duction  of  yarn  was  23  per  cent  of  base  period  and 
17  per  cent  of  the  1937  peak. 

FOREIGN  TRADE 

The  crux  of  Japan’s  recovery  problem  is  the  re¬ 
vival  of  its  foreign  trade,  which,  like  industrial 
production  in  the  first  three  years  of  the  occupa¬ 
tion,  has  been  very  small  compared  to  prewar  levels. 
Imports  have  been  dominated  by  foodstuffs,  ex¬ 
ports  by  textiles,  although  the  former  have  far 
exceeded  the  latter  in  value,  resulting  in  a  large 
unfavorable  balance  which  has  been  largely  fi¬ 
nanced  by  United  States  grants  under  Government 
and  Relief  in  Occupied  Areas  (GARIOA).  Im¬ 
ports  have  come  mainly  from  the  United  States, 
while  recently  exports  have  been  going  largely  to 
Asian  areas  and  to  the  sterling  bloc.  An  exchange 
rate  has  not  been  set.  Instead,  a  complicated  series 
of  multiple  rates  which  vary  from  time  to  time 
depending  on  both  Japanese  costs  and  prevailing 
world  market  prices  have  been  established.  All 
trade,  controlled  by  SCAP,  was  originally  on  a 
government  to  government  basis  but  steps  have 
gradually  been  taken  to  restore  it  slowly  to  private 
hands.^" 

Japan’s  exports  in  1947  were  approximately  10 
per  cent  of  the  1930-34  level.  Imports  in  1947  were 
only  a  little  more  than  a  quarter  of  the  base-period 
average.  Foodstuffs,  which  in  1947  constituted 
about  half  of  the  total  as  compared  to  only  about 
a  quarter  in  1930-34,  came  to  less  than  60  per  cent 
of  their  1930-34  average.  While  cotton  goods  con¬ 
stituted  the  largest  single  export  item  in  both  1930- 
34  and  in  1947,  they  represented  about  30  per 
cent  of  exports  in  the  base  period  compared  with 
60  per  cent  in  1947.  In  the  1930-34  period  Japan 
obtained  24  per  cent  of  its  imports  from  the  United 
States,  53  per  cent  from  Asia  (e.xcluding  Australia) 
and  shipped  23  per  cent  of  its  exports  to  the  United 
States  and  60  per  cent  to  Asia.  In  1947  Japan  ob¬ 
tained  92  per  cent  (during  the  first  half  of  1948, 
72  per  cent)  of  its  imports  from  the  United  States, 

30.  The  most  recent  step  was  the  Far  I'.astern  Commission  s 
policy  decision  of  November  i8,  1948  on  “Conduct  of  Trade 
with  Japan”  which  was  implemented  by  a  SC.\P  directive  on 
January  14,  1949. 
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and  only  6  per  cent  (1948,  13  per  cent)  from  Asia, 
I  while  it  shipped  only  12  per  cent  (1948, 22  per  cent) 
{  of  its  exports  to  the  United  States,  and  66  per  cent 
'  (1948,  65  per  cent)  to  Asia. 

To  state  the  situation  in  another  way:  In  1936, 
20  per  cent  of  the  export  trade  of  other  Far  East¬ 
ern  countries  and  30  per  cent  of  their  import  trade 
was  with  Japan.  In  1947,  however.  Far  Eastern 
countries  sent  only  about  i  per  cent  of  their  ex¬ 
ports  to  Japan  and  received  only  about  3  per  cent 
of  their  imports  from  Japan.  Thus  one  of  the  basic 
corrections  in  the  probable  readjustment  of  Japan’s 
j  trade  is  likely  to  be  a  lessening  of  dependence  on 
3  United  States  imports  and  increasing  purchases 
I  from  Japan’s  normal  market,  Asia. 

3  Japan  has  had  a  relatively  large  adverse  trade  bal- 
I  ance  since  the  end  of  the  war.  From  surrender  to 
i  the  end  of  1946  imports  were  $300  million,  exports 
$120  million,  the  deficit  $180  million.  For  1947 
imports  totaled  $526  million,  exports  were  $174 
million,  the  resultant  deficit  $352  million.  During 
the  first  half  of  1948  imports  amounted  to  $348  mil¬ 
lion,  exports  to  $77  million,  the  deficit  to  $271 
I  million.  Thus  during  the  first  three  years  of  the 
I  occupation  the  total  foreign  deficit  was  $803  mil- 
j  lion.  This  deficit  was  largely  financed  by  United 
i  States  appropriations  for  GARIOA. 

j  Because  of  its  low  level  of  output  Japan  has  not 
I  been  shipping  enough  gcxjds  abroad  to  pay  for  its 
I  necessary  imports  so  that  continuing  United  States 
I  expenditures  have  been  necessary  to  prevent  “dis- 
I  ease  and  unrest.”^*  To  lessen  this  dependence  it 
will  be  necessary  to  raise  the  whole  level  of  Jap¬ 
anese  exports  and  imports.  But  with  the  loss  of  tra¬ 
ditional  markets  and  sources  of  supply  as  a  result 
of  political  and  economic  chaos  in  China,  Man¬ 
churia,  Korea,  Burma,  and  Indonesia,  and  of  hos¬ 
tility  in  Australia,  the  Philippines,  this  will  be 
difficult  to  achieve.^’  While  several  of  the  proposed 
I  recovery  plans  for  Japan  contemplate  an  “export 
I  surplus”  by  1952-53,  this  seems  most  unlikely,  un- 
I  less  there  is  a  very  rapid  development  of  Japanese 

I  31.  See  “Unfavorable  Trade  Balance  Must  Be  Rectified,” 

ISihon  Keizai  (Tokyo),  April  lo,  1948;  also  Ichiro  Yoshida, 
“Economic  Independence  and  Export,”  Kogyo  (Tokyo),  June 
28,  1948. 

I  32.  In  the  prewar  period  (1936)  China,  Korea,  Formosa,  Man- 

Ichuria  and  Sakhalin  supplied  approximately  35  per  cent  of 
Japan’s  imports — most  of  its  foodstuffs,  salt,  coal,  iron  ore, 

I  lumber  and  pulp,  and  took  about  45  per  cent  of  Japan’s  ex¬ 
ports.  See  “Trade  Board  Stresses  Farmer  Markets,”  Tok.yo 
Shtnibun,  April  ii,  1948. 
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production  of  metals,  tcxjls,  electrical  and  com¬ 
munication  equipment,  bicycles,  automobiles,  pots, 
pans,  radios,  mining  and  textile  machinery,  oil 
drilling  equipment,  railroad  rolling  stock,  chemical 
products,  and  so  forth,  all  of  which  yield  a  much 
larger  differential  between  final  selling  price  and 
cost  of  raw  materials  than  textiles,  and  an  unex¬ 
pected  increase  of  consuming  power  in  Japan’s  tra¬ 
ditional  markets  in  the  Orient.  The  harsh  reality 
the  United  States  must  face  in  the  Far  East  is  that 
if  Japan  is  allowed  to  regain  Asian  industrial  pre¬ 
eminence  and  thereby  expand  its  export  trade,  that 
policy  may  incur  the  displeasure  and  enmity  of 
other  Asian  countries,^^  yet  failure  to  do  this  will 
require  continued  American  aid  to  Japan  because 
of  fear  that,  without  such  aid,  Japan  would  drift 
into  the  orbit  of  the  U.S.S.R. 

Although  various  trade  and  financial  agreements 
negotiated  by  SCAP  have  slightly  reduced  Japan’s 
dependence  on  the  United  States  for  raw  cotton 
and  to  an  even  lesser  degree  its  dependence  on 
American  food  imports,  they  have  not  solved  the 
major  problem  of  imports  from  dollar  areas  and 
exports  to  nondollar  c(juntries.  Some  method  of 
bridging  this  gap  by  means  other  than  the  current 
dependence  on  American  grants  is  one  of  the  two 
basic  problems  that  must  be  solved  before  Japan’s 
foreign  trade  and  its  economy  can  l)e  placed  on  a 
self-sustaining  basis.  The  second  problem  is  how  to 
raise  the  whole  level  of  trade  so  that  exports  pay 
for  a  volume  of  imports  sufficiently  large  to  sustain 
80  million  people  in  four  poorly  endowed  islands. 
Solution  of  this  problem  without  widening  the 
dollar  gap  by  increa.sed  imports,  or  arousing  the 
enmity  and  retaliation  on  the  part  of  other  coun¬ 
tries  by  increased  exports,  is  essential  to  the  achieve¬ 
ment  of  a  self-supporting,  stabilized  Japanese  econ¬ 
omy.  Genuine  economic  recovery  in  Japan  would 
be  greatly  aided  by  the  formulation  of  a  compre¬ 
hensive  and  co-ordinated  program  for  the  revival 
of  all  Far  Eastern  economies,  along  the'  lines  the 
United  States  is  now  following  in  Europe.  It  grows 
more  clear  every  day  that  Japanese  recovery  cannot 
be  achieved  in  a  Far  Eastern  vacuum. 

33.  For  example,  the  Manila  Times  on  May  7.  1948  declared 
editorially:  “Is  there  any  reason  why  the  Philippine  Republic, 
with  all  its  just  and  rightful  sympathy  for  the  .American  tax¬ 
payer,  should  agree  to  a  deal  under  which  the  Japanese  will  profit 
and  prosper  and  the  Philippines  will  remain  on  the  old  colonial 
basis  of  providing  basic  and  strategic  m.iterials  to  a  former 
enemy  in  exchange  for  the  modern  equivalent  of  glass  be.ads. 
brass  rings,  and  hand  mirrors,  especially  when  the  Philippines 
can  make  its  own  glass  beads,  brass  rings,  and  hand  mirrors.” 
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The  1930-34  Stand 

By  Mina  S.  Cohen 

The  Far  Eastern  Commission  decision  to  attempt 
to  restore  Japan  to  a  1930-34  standard  of  living  in¬ 
volves  turning  the  clock  back  to  a  time  when  Japan 
was  largely  an  agricultural-light  industry  economy. 
The  ensuing  decade  saw  the  accelerated  growth  of 
heavy  industry  in  Japan,  and  at  first  the  relative 
decline,  then  in  the  early  forties,  the  absolute  de¬ 
struction  of  light  industry.  As  a  result  the  early  pre¬ 
dominance  of  light  industry  over  heavy  was  com¬ 
pletely  reversed.  Heavy  industry,  which  had  con¬ 
stituted  38  per  cent  of  total  industrial  output  in 
1930,  had  by  1942  reached  73  per  cent  of  the  total. 

Some  of  the  basic  heavy  industries  were  built 
from  the  ground  up  in  the  thirties  and  by  1941,  in 
terms  of  the  Japanese  perspective,  had  achieved 
significant  proportions.  The  motor  vehicle  industry, 
for  example,  which  in  1930  produced  only  500  units 
(cars,  trucks,  buses,  and  so  forth)  turned  out  48,000 
units  in  1941.  Only  400  planes  of  all  types  were 
produced  in  1930.  By  1941  the  newly  created  Jap¬ 
anese  aircraft  industry  was  turning  out  over  5,000 
planes  per  year.  Domestic  output  of  aluminum 
ingot  had  risen  from  19  metric  tons  in  1933  to 
71,740  tons  in  1941.  Other  basic  industries  were  ex¬ 
panded  in  substantial  degree.  Ingot  steel  production 
in  Japan  proper  rqse  from  1.8  million  metric  tons 
in  1931  to  6.8  million  metric  tons  by  1941.  Over  the 
same  decade  coal  production  increased  from  27.9 
million  metric  tons  to  55.6  million  tons.  Electric 
generating  capacity  in  the  home  islands  which  was 
4.3  million  kilowatts  in  1930,  reached  9.4  million 
kilowatts  in  1941. 

INDUSTRIAL  EXPANSiriN  IN  ’3OS 

The  planned  industrial  expansion  of  the  thirties 
with  its  emphasis  on  heavy  industry  was  the  result 
of  the  increasing  military  domination  of  the  econ¬ 
omy.  Recovery  from  the  depression  of  1930-31  was 
achieved  in  part  by  Finance  Minister  Takahashi’s 
policy  of  mild  deficit  financing.  The  Japanese  budget 
was  never  balanced  after  1930.  When,  by  1936,  full 
employment  had  been  achieved  and  Takahashi 
declared  that  the  time  had  come  to  return  to  con¬ 
servative  fiscal  practices,  he  was  assassinated  and 
his  successor  proved  more  amenable  to  the  wishes 
of  the  military.  Takahashi  had  considered  600  mil¬ 
lion  yen  a  safe  limit  for  government  deficits,  but 
the  deficit  was  increased  to  1.5  billion  yen  in  1937-38 
and  to  6.9  billion  yen  in  1941-42.  During  the  new 
era  in  Japanese  fiscal  policy,  which  his  murder 
inaugurated,  the  note  issue  of  the  Bank  of  Japan 
rose  from  1.7  billion  yen  (December  31,  1935)  to 
5.9  billion  yen  (December  31,  1941).  The  military 
budget  rose  from  30  per  cent  of  total  government 
expenditures  in  1931  to  66  per  cent  in  1940.  Whole- 
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sale  prices,  according  to  the  official  index,  doubled 
over  the  decade,  but  only  15  per  cent  of  the  in¬ 
crease  occurred  during  the  first  half;  the  remain- 
ing  85  per  cent  came  in  the  last  half.  Agriculture’s 
share  of  the  national  income  fell  from  17  per  cent 
in  1930  to  12  per  cent  in  1941,  while  manufacturing 
rose  from  27  per  cent  in  1930  to  41  per  cent  in  1941. 
The  percentage  of  output  of  home  to  factory  in¬ 
dustry  fell  from  27  per  cent  in  1930  to  18  per  cent 
in  1939.  Of  total  workers  in  manufacturing,  heavy 
industry  accounted  for  only  27  per  cent  in  1930  but 
by  1942  the  percentage  had  increased  to  68. 

WARTIME  ECONOMIC  TRENDS 

This  trend  was,  of  course,  accentuated  during  the 
war  years  of  the  early  forties.  For  example  em¬ 
ployment  in  textiles  which  had  constituted  30  per 
cent  of  total  manufacturing  and  construction  em¬ 
ployment  in  1930  was  reduced  to  only  7  per  cent  of 
the  1944  total.  Aircraft,  on  the  other  hand,  ex¬ 
panded  from  a  mere  9,000  in  1930  to  2  million  by 
February  1944.  The  shipbuilding  industry  added 
some  600,000  workers  over  the  decade  and  a  half, 
while  printing  and  publishing  lost  150,000  and  food 
products  about  125,000.  Ordnance  gained  450,000 
while  lumber  and  woodworking  lost  300,000.  With¬ 
out  raw  materials  for  their  textile  industry  and 
markets  for  its  products,  Japanese  war  leaders 
decided  at  an  early  stage  in  the  conflict  that  textile 
machinery  must  be  scrapped  to  provide  metal  for 
munitions,  machines  for  war  production,  and  to 
make  available  mill  floor  space  for  expanding  war 
industries.  Scrapping  orders  issued  by  the  govern¬ 
ment  reduced  production  capacity  to  about  one- 
quarter  of  prewar  size. 

Due  to  the  cannibalization  of  consumer  goods  in¬ 
dustries  during  the  war,  and  the  resulting  growing 
unavailability  of  civilian  supplies,  the  Japanese  con¬ 
sumer  was  hit  harder  by  the  war  than  his  counter¬ 
part  even  in  Germany  and  Britain.  Annual  per 
capita  purchases  of  all  consumer  goods  and  services 
fell  31  per  cent  in  Japan  during  the  course  of  the 
war,  as  compared  with  a  decline  of  24  per  cent  for 
Germany,  a  drop  of  16  per  cent  for  Britain,  and  a 
16  per  cent  increase  for  the  United  States.  It  was 
the  Japanese  civilian,  with  the  lowest  relative  con¬ 
suming  power  and  the  least  reserve  to  fall  back  on, 
who  was  most  severely  punished  by  the  impact  of 
the  war.  Thus  the  basic  readjustment  w'hich  is  re¬ 
quired  of  Japanese  industry  in  the  postwar  period, 
if  the  1930-34  target  standard  is  to  be  attained,  is  a 
righting  of  the  balance  between  light  and  heavy 
industry,  which  over  a  decade  and  a  half  was 
severely  distorted. 


